Question 1 a.
INCOME STATEMENT FOR THE YEAR ENDED ……31/12/2020…

	
	£

	Revenue (w1)
	827,630

	Cost of sales
	 (578,650) 

	Gross profit
	248,980

	Other income
	 0 

	Distribution costs
	(28,000)

	Administration expenses
	(30,000)

	Operating profit
	190,980

	Finance costs (w2)
	(68,000)

	Profit before tax
	122,980

	Taxation (w3)
	(68,000)

	Profit for the period
	 54,980

	
	


STATEMENT OF FINANCIAL POSITION AS AT …31/12/2020.

	
	£
	£

	ASSETS
	
	

	Non current assets
	
	

	Property, plant & equipment
	632,730
	

	Intangible assets
	 0
	

	
	
	632,730

	Current assets
	
	

	Inventories
	330,600
	

	Trade and other receivables (w4)
	171,105
	

	Cash and cash equivalents
	 12,900
	

	
	
	 514,605

	Total assets
	
	 1,147,335

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
	171,355
	

	Short term borrowings (w7)
	3,000
	

	Current tax payable (w2)
	 66,000
	

	
	
	240,355

	Non-current liabilities
	
	

	Long term borrowings
	4,000
	

	Long term provisions
	 0
	

	
	
	 4,000 

	Total liabilities
	
	 244,355 

	
	
	

	Net assets (w10)
	
	 902,980

	
	
	

	EQUITY
	
	

	Share capital
	
	310,000

	Share premium (w5)
	
	30,000

	Other reserves
	
	0

	Retained earnings
	
	 267,980

	Total equity
	
	 607,980

	
	
	


b. Assets= equity + liabilities 

Assets means all the goods that are owned by a person or a company.
Equity means the amount that a company made.
Liabilities means all the money that the company is owning. That means the total of the company’s assets will have been founded through equity and liabilities.
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Workings
W1 Revenue= 826,650+980(goods)= 827,630

W2 Finance cost

       2000+66,000= 68,000

W3 Taxation

      0+68,000= 68,000

W4 Debtors + Trade receivables

       170,125+980= 171,105

W5 10% £1 preferance shares 300,000

       10/100x300,000= 30,000

W6 Ordinary dividend paid+preference dividend paid+director remuneration= dividends

      20,000+30,000+5,000=55,000

W7 Accruals 3,000 31.01.2021

W8 4% Debentures 100,000

     4/100x100,000=4,000

W9 Retained earnings= B/F profit at the start of the year + net profit-dividends(W6)

      132,000+190,980-55,000=267,980
W10 Net assets= total assets-total liabilities 

      1,147,335-244,355=902,980

Question 2. a.
Return on capital employed 2020

Formula: Profit before interest/Assets employed x 100%

805/7,225 (W1) x 100%= 0.11141869

Return on capital employed 2019

Formula: Profit before interest/Assets employed x 100%

699/7,041 (W2) x 100% = 0.09927567

Return on equity 2020

Formula: Earnings/ Number of ordinary shares x 100%

431/2,017 (W3) x 100%= 0.21368369
Return on equity 2019

Formula: Earnings/Number of ordinary shares x 100%

366/1,841 (W4) x 100% = 0.198805

Earnings per share 2020

Formula: Earnings/ Numbers of ordinary shares

431/300= 1.43

Earnings per share 2019

Formula: Earnings/ Numbers of ordinary shares
366/300= 1.22

Net profit margin 2020

Formula: Net profit/ Sales x 100%

3,503/6,738 x 100%= 0.51988721
Net profit margin 2019

Formula: Net profit/ Sales x 100%

3,345/6,441 x 100%= 0.5193293

Assets turnover 2020

Formula: Turnover/ Assets employed

6,738/7,225= 0.93259516

Assets turnover 2019

Formula: Turnover/ Assets employed

6,441/7,041= 0.91478483

Stock holding days 2020

Formula: Inventory/ Cost of sales x 365

708/3,235 x 365= 79.8825348 days
Stock holdings days 2019

Formula: Inventory/ Cost of sales x 365

659/ 3,096x 365= 77.6921835 days
Debtors collection period 2020

Formula: Trade receivables/ Credit sales x 365
1,249/6,738 x 365= 67.6588008 days

Debtors collection period 2019

Formula: Trade receivables/ Credit sales x 365

1,287/6,441 x 365= 72.9319981 days

Current ratio 2020

Formula: Current assets/ Current liabilities

2,303/2,511= 0.91716448

Current ratio 2019

Formula: Current assets/ Current liabilities

2,355/3,046= 0.77314511
Gearing ratio 2020
Formula: Debt/ Debt + equity x 100%  

4,137/ 7,225 (W5) x 100%= 0.57259516
Gearing ratio 2019

Formula: Debt/ Debt + equity x 100%

4,129/ 7,041 (W6) x 100% = 0.58642238

Invertor cover 2020

Formula: Profit before interest/ Interest charges

805/266= 3.02631579

Invertor cover 2019

Formula: Profit before interest/ Interest charges

699/ 181= 3.86187845

Workings 

W1 Assets employed= total assets- current liabilities

9,736-2,511= 7,225

W2 Assets employed= total assets- current liabilities

10,087- 3,046= 7,041

W3 Ordinary shares+ retained profits

300+ 1,717= 2,017

W4 Ordinary shares+ retained profits

300+1,541= 1,841

W5 Debt+ equity

4,137+ 3,088= 7,225

W6 Debt+ equity

4,129+ 2,912= 7,041

b. 
Return on capital employed

With the Return on capital employed you can see the profitability of a company. Lower ROCE indicates lower profitability and higher ROCE indicates higher profitability.

Return on equity

Higher ROE is very favorable in relation to the equity. That means the company is profitable to invest. 

Earnings per share

Earnings per share can show you if a company has strong financial position and if you can invest.

Net profit margin

Net profit margin can show if how much a company can turn the sales into profit. 

Assets turnover

Here we can see if a company is very good to use our assets to make sales. You can compare the assets turnover to other companies to see which one is best. 
Stock holding days

This can show you if the inventory is kept for too long time and it’s not generated into sales. If you had hold it for many days that means you didn’t have sales.

Debtors collection period

Here we can find the time we take to collect our debts. We need to have a reducing period of time to increase efficiency.

Current ratio

We can see here if the company is able to pay it’s short-term debts. 
Gearing ratio

We can see here if the company is funded by the shareholder’s funds or creditor’s funds. Higher means is best for the company because that means it has higher degree of leverage.
Inventor cover

This can show us how many times the company is able to pay the current interest payment. More than four time is the best for the company.
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